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examination of technigues usced by
Dafene: prc“"reuen& Dprqan cl tc determire the reascnablenass of
nonconpatitive firxed-price conlrach pr Odﬁaalg within the 16,4089
T $100,400 rance. Cur ob‘%’?f??—aaq £o defsrrine uwhethzr the
Gﬁvgvn“"n\'s €€a“uaﬁl“ﬁ of contractors® price promesals was ade-
grunte ¢ assqre the anegotiation of fair and reasonzble Prices,
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We made cur examination at zhe Naval Sea Iystens Cownanyt
Hashington, D.C.. and the krny Aviaticon Svstems Comma a, Gt.
Louis, Missouri. e selected these activitles begause v

awvarded many noncompstitive contracts within this price rang?.

We reviewel 24 contracts with a total valus of approui-
mately $1.3 million. We estimate the military departments awvards
ed noncompetitive fixed-orice contracte valued at zporoximately
$1.7 billion in tho $16,606 to $160,0C0 rznge Guring fiscal vear
1974,

In nmany of the contracts we examined, the information in
the controct £ile did not support the contracting officer’'s
deterrination that the vrice was reaconeble. In determining the
reascnablencgs ¢f nrices, the contracting 2ffice.s generally
gelinad on (1} roconmendaticons by technicai personnel, such as
enginesrs from the reg JlSLtLOnlIg vifice, {2) comuarisons of the
price vffered to previcus 9:)o;. paid, or (3) other price amalysis
techrnisuss. The Armed Services Procurement ?egulatjoﬁ {a3PR}
staves thet those technigues can pe wred to determine the reason-
ablenes L ;LJc~ if lecss than $100.000 is lnvolvad Howaver, «
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found that these technigues were not slwayd properlv sccomplished.

In many cases recommendeticns received from technical pezscnnel
were noet gunported and the rcasonablensss of previous prices,
which were used for comparison, had not been establishbed. 1In
addition, other price analysis techmigues vsed were not adeguate
te suppott a reasaonableness determination.
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CONTRACTING QFFICFR:S RESPONSIBILITY

ASPR states that so~;. form of price or cost analysis is
required for every negotiated procurement action. Cost analysis,
however, IS generally reserved for procurements cver $100,000.
Price anal ysis- —the processs of examining and evaluating a pro-
spective price without evaluating separate cost elements and
profit of the individual prospective supplier whose price is
being evaluated — isused in all other instances to determine
price reasonableness. AspPR further states that price analysis
may be accomplished by (1) comparing price guotations, (2) com-
paring previous prices and quotations with current quotations
for the same or similar items, (3) using rough yardsticks
(dollars a pound, etc.) to point out gross inconsistencies,

{4) comparing proposed prices with estimates of cost independ-
ently developed by versonnel of the purchasing activity, or
(5) evaluating limi.ed cost data obtained from the contractor.

The method and degree of analysis depends or the facts
surrounding the particular procurement and pricing situation.
ASPR emphasizes, however, that the contracting officer should
remain responsible for determining the suitability of the con-
tract price to the Government.

INADEQUATE EVALUATIONS

In 17 of the 24 contracts we reviewed, the contracting
officer did not have a sound basis for determining that the
proposed price was fair and reasonable. In 4 of.these 17
contracts, primary reliance was placed on unsupported recom-
mendations by engineering or other technical personnel; in
7 contracts primary reliance was placed on a comparison of
the proposed price to previous prices paid even though the
reasonableness of previcus prices had not been established;
and in the remaining 6 contracts other price analysis tech-
niques ussd were not adeguate to support a reasonzbleness
detersination. & summary of our findings follow.
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Determination of reasonableness of price

Contracts reviewed Adequate support Inadeqguate support
Number — Value Number = value ~ Number — Value
24 $1,3006,500 3 $348 ,126 17 $952,774

Unsupported technical recomuwendations

ASPR states that the contracting officer mast evaluate the
performance of the specialists used to negotiate contracts, For
four of six contracts where engineering perscnnel in the requisi-
tioning office were asked to help evaluate the proposed nrice,
we found no evidence that recommendations received were evaluated
by the contracting officer even though in each case no substan-
tive rationale was provided to suppert the recommendation.
Generally, the recommendations received from the enginezrs did
not adequately describe the scope or detail. of the evaluation
performed, the specific data analyzed, or the facts developed.
Apparently most of the recommendations were based on the engi-
neer's judgment rather than on a systematic evaluation of the
proposed price. Suck a limited evaluation, especially when it
represents the primary evaluation of the proposal, does not
assure the contracting officer that tire proposed price is
reasonable. An example follows.

The requisitioning office received an unsolicited proposal
for radar related equipment with a quote of $31,740. The office
released a procurement request 2 months later with an estimated
cost. based on an unsugported engineering estimate, of $32,000.
Later the procurina activity received a revised proposal for
$30,942 from the contractor. This proposal was sent to the
requisitioning office for evaluation. The office commented
that the labor and overhead appeared reasonable and that the
price for material was moderate. The proposed price was less
than the office's original estimate of $32.000.

Although the requisitioning office said the proposal was
reasonable and acceptable, we found mo accompanying rationale
or support for eithcr the original government estimate ok the
favorable technical recommendation of the contractor‘s labor,
material, and overhead costs. Without this support and ration-
ale, tike contracting officer could not effectively evaluate the
recommendations. Nevertheless, the contracting officer celied
OH these recommendations and awarded the contract for $30,942.
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Reasonableness of previous prices—fot determined

ASPR states that the comparison of previous quotations and
contract prices with current gquotations for the same or a similar
item may not detect an unreasonable quotation unless (1) the
reasonableness of the previous price was established and (2)
changes in the general level of business and: prices have been
considered.

In seven of the eight cases where this technique was used
to evaluate the reasonableness of the proposed price, we found
no evidence that the contracting officer confirmed the price
used for comparison had ever heen determined to be reasenable.
In most cases, the previous prices we reviewed were determined
to be reasonable based on still other previous price- the
reasonableness of which was not indicate”. Further, in some
instances the price used as com||oarison had been awarded 2 or
3 years earlier. An example follows.

In November 1973 the $94,000 proposed price foe geared
adapter assemblies was determined fair and reasonable by (1)
reference to unsupported statements by the contractor relative
to the price charged commercial customers and (2) comparison
of the price to previous prices awarded in January 1973 and
August 1971. This price comparison, as shown below, indicated
a substantial rise in price,

Unit
Date of award Quantity price Shippin
Contract under review
November 1433 210 $449.25 FOB Origin
Prior prices used for
comparisons _ )
January 1973 98 401.25 FOB Destination
August 1971 210 385.80 FOB Destination

W reviewed the previous contracts and Eound that these
prices ware determined to be fair and reasonable based on com-
parison to other previous prices and the contractor's unsupported
claim that tha item was a commercial product. V¢ found no evi-
dence that these prices were otherwise determined to be fair and
reasonable,
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Other inadequate price analvsis technigues

In 10 cases the determination of price reasonableness was
based on a combination of various price analysis techniques
In six of these cases the techniques used were not adequate to
support the determination of price reasonableness. An example
follows.

For a procurement of one zir zompressor, the proposed price
of $64,000 was determined to be fair: and reasonable on the basis
of (1)an offer from a second source, (2) an independent Govern-
ment estimat2, and (3) a comparison with a recent price for simi-
lar compressors. On the basis of out review of available data
In the contract files and discussions with agency perscanel, We
do et believe these technigues clearly established that the
proposed price was fair and reasonable. The comparison bid was
wichdrawn because the contractor could not meet the required
specifications. The engirecr who prepared the Government esti-
mate said it was only a rough estimate which could have Seer,
off by several. thcusand dollars. The most recent price used
for comparison was about $9,000 less than the current offer.
Although it was stated that the prcposed price was within a
reasonable range of the competitive price data when taking'
into consideration the significant difference in guantities
(1versus 22), the early delivery {10 months versus the normal
lead time of 18 to 24 morths), and the time period between pro-
curements (12 months), no support was given as tc the cost
associated with these factors., Further, the engineer who
evaluated the price said the only pricing information avaji-
abla te him was the quotes from the two sources. He also said
a breakdown of engineering and manufacturing Labor hours would
have helped him to effectively evaluate the proposed price.

Because these price analysis techniques did not clearly
establish the reasonableness =£ the price, we believe the
contracting officer shcuid have supplemented them, as pet-
mitted by ASPR, with an analysis of the contractor®s support-
ing cost data for the major: material and labor cost.

AGENCY ACTIONS AND COMMENTS

While our examination was in progress, the Naval Sea Systems
Command, as a result of inadequate and Limited in-house pricing
suppoit being received from requisitioning offices, issued a man~
datory instruction raguiring the cognizant engineer to providse
rationale and data to support his recommendations.

- 5 -



B-168450

W discussed our findings informally with each procuring
activity and considered their comments wnile preparing this
report.

RECOMMENDATIONS

We recommend that your Department reemphasize to all
procurement offices the need to adequately analyze noneompeti-
tive price proposals even though relatively small dollar amounts--
$10,000 to $100,000--are involved.

We also recommend that copies of this report be distributed

to all Defense procurement offices as an example of matters which
should be given special attention during the evaluation of non-
competitive proposals in this price range.

- e o -

We would appreciate receiving y2ur comments on these matters

and would be pleased to discuss any questions that you may have.

W are sending copies of this letter to the Director,

Office of Management and Budget; the Secretaries of the army,
Navy, and Air Force; and the Director, Defense Supply Agency.
V¥ are also sending copies to the Chairmen of the Senate and
House Committees on Governuwcnt Operations, Appropriations,
and Armed Services.

sincerely yours,

%‘~;'~~%

Rt W. Gutmann
Director





